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in a manner directed by the other cred-
itor which reasonably attains the ob-
jectives of subpart A of part 1924 of this
chapter and is concurred with by the
State Director.

(9) Funds to be used for development
or enlargement of farm operations will
be handled as prescribed for loan funds
in subpart A of part 1902 of this chapter
except that, if the creditor will not per-
mit the use of a supervised bank ac-
count, arrangements should be made to
assure that funds will be spent for
planned purposes and should be ap-
proved by the District Director before
being released.

(10) In case of land purchase, FmHA
or its successor agency under Public
Law 103–354 will obtain the best lien
obtainable on the land purchased.

(11) Subordinations need not cover
the entire site. If a subordination is re-
quested to permit an interim lender to
advance construction funds, only the
portion of the site scheduled for con-
struction will be subordinated. If the
entire farm tract has been taken as se-
curity for a LH loan, subordination of
the lien on all property except the min-
imum adequate site, including nec-
essary ingress and egress, on which the
LH units are situated, may be author-
ized for any purpose consistent with
the LH program regulations and para-
graph (b)(7) of this subpart. For RHS
loans, the prorated portion of the lien
for the individual lots may be subordi-
nated to permit construction of dwell-
ing units utilizing conditional commit-
ments as authorized in the RHS pro-
gram regulations.

(12) All subordination requests will
be forwarded to OGC for review. The
guidance of OGC should be obtained in
the preparation of the documents nec-
essary to effect the subordination.

(13) The subordination is for a spe-
cific amount.

(14) The proposed action will not
change the nature of the borrower’s ac-
tivities so as to make it ineligible for
appropriate loan program assistance.

(15) The subordination must not ad-
versely impact the agency’s ability to
service the loan according to program
regulations, and has been determined
to be within the bounds of good judg-
ment considering the intent, funding

limitations, and respective program
authorities.

(16) An agreement to provide notice
of foreclosure must be obtained from
any new prior lienholder as required in
subpart B of part 1927 of this chapter.
As appropriate, any junior lienholders
consent to the transaction and use of
proceeds will be obtained prior to ap-
proval of the transaction.

[49 FR 49587, Dec. 21, 1984; 50 FR 21583, May
28, 1985, as amended at 56 FR 67484, Dec. 31,
1991]

§ 1965.80 [Reserved]

§ 1965.81 Severance agreements.

(a) General policies. Severance agree-
ments or other instruments of similar
effect under which a borrower may ac-
quire through other credit, items such
as laundry equipment, air conditioning
units, and basic household furnishings
that will not become part of real estate
security, may be approved by the State
Director, provided:

(1) The transaction will not adversely
effect the FmHA or its successor agen-
cy under Public Law 103–354’s security
position and any additional obligations
incurred will be within the borrower’s
repayment ability.

(2) The items covered by the sever-
ance agreement are needed in the suc-
cessful operation of the security prop-
erty.

(3) The financing arrangements are
otherwise sound and proper.

(b) Handling requests. Requests will be
made on Form FmHA or its successor
agency under Public Law 103–354 465–1.
The District Director will forward to
the State Director a properly com-
pleted and executed Form FmHA or its
successor agency under Public Law 103–
354 465–1, any proposed severance agree-
ment, the case file, and specific rec-
ommendations regarding the request.

(c) Consent and approval. The State
Director will indicate approval or dis-
approval on Form FmHA or its succes-
sor agency under Public Law 103–354
465–1. The OGC will be requested to pre-
pare or approve the form of severance
agreement and issue any special in-
structions when necessary.
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